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TEMPORARY APPROPRIATIONS, 1955 


THURSDAY, JULY 1, 1954 


Unitrep States SENATE, 
COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The committee met, pursuant to notice, at 3 p. m., in room F-37, 
the Capitol, Hon. Styles Bridges (chairman) presiding. 
Present: Chairman Bridges, Senators Cordon, Young, Thye, 
Hayden, Chavez, and Robertson. 


DEPARTMENT OF DEFENSE 
MutTvau Securtry PROGRAM 


STATEMENTS OF HON. H. STRUVE HENSEL, ASSISTANT SECRETARY 
OF DEFENSE; LYLE S. GARLOCK, DEPUTY COMPTROLLER FOR 
BUDGET; MAJ. GEN. ROBERT S. MOORE, OFFICE OF SECRETARY 
OF DEFENSE (COMPTROLLER); JOHN E. MURPHY, OFFICE OF 
CONTROLLER; ROBERT E. O’HARA, BUDGET OFFICER, FOREIGN 
PROGRAMS, DEPARTMENT OF DEFENSE 


HOUSE JOINT RESOLUTION 552 


Chairman Bripegs. The committee will come to order. 

The matter before us this afternoon is the House Joint Resolution 
552, making temporary appropriations for the fiscal year 1955, and 
for other purposes. 

TEXT OF RESOLUTION 


This resolution before us, which has been passed’ by the House of 
Representatives, provides temporary authority for foreign aid, refugee 
relief, civilian relief in Korea, government and relief in occupied areas, 
and various other phases of the mutual security program. 

(The resolution, H. J. Res. 552, referred to follows:) 


[H. J. Res. 552, 883d Cong., 2d sess.) 


JOINT RESOLUTION Making temporary appropriations for the fiscal year 1955, and for other purposes 


Resolved by the Senate and House of Representatives of the United States of America 
in Congress assembled, That there are hereby appropriated, out of any money in 
the Treasury not otherwise appropriated, and out of applicable corporate or 
other revenues, receipts, and funds, for the several departments, agencies, corpo- 
rations, and other organizational units in the executive branch of the Government, 
such amounts as may be necessary for continuing the projects or activities enumer 
ated in this section as follows: 


1 
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a Ata rate not excess of the current rete or. in the ecese of any such project 
or activity for which a budget estimate is pending, at a rate not in excess of the 
current rate or the rate permitted by the budget estimate, whichever is lower 


litefugee relief 

Civilian relief in Korea 

Government and relief in oceupied areas 

Government in occupied areas 

Federal Civil Defense Administration, Operations; 

Washington National Airport 

Rubber, tin, and abaca programs 

b) Mutual security programs, $290,000,000, to be derived from unobligated 
balances of appropriations heretofore made for such purposes and to be expended 
in accord with provisions of laws applicable to such programs during the fiscal 
vear ending June 30, 1954: Provided, That the rate hereunder for any individual 
program shall not exceed the current rate: Provided further, That administrative 
expenses for such programs shall not exceed $4,000,000 

(ec) Relief and rehabilitation in Korea, the unobligated balance of the appro- 
priation available in fiscal year 1954 is continued available. 

Sec. 2. (a) Except us otherwise herein provided, approprietions and funds 
made available and authority granted pursuant to this joint resolution shall be 
subject to the general pro. isions of chapter XIII of the Supplemental A ppropria- 
tion Act, 1954, to the same extent as the comparable appropriations, funds, and 
authority were subject to such provisions in the fiscal vear 1954. 

(b) Except as otherwise specifically provided therein, appropriations and funds 
made available and authority granted pursuant to any regular annual appropria- 
tion Act for the fiscal year 1955 shall be subject to the general provisions of 
chapter XIII of the Supplemental Appropriation Act, 1954, to the same extent as 
the comparable appropriations, funds, and authority were subject to such pro- 
visions in the fiscal vear 1954. 

Sec. 3. Appropriations and funds made available and authority granted pur- 
suant to this joint resolution shall remain available until (a) enactment into law 
of an appropriation for any project or activity provided for herein, or (b) enact- 
ment of the applicable appropriation Act by both Houses without any provision 
for such project or activity, or (c) July 31, 1954, whichever first occurs 

Sec. 4. Appropriations and funds made available and authority granted pur- 
suant to this joint resolution may be used without regard to the time limitations 
set forth in subsection (d) (2) of section 3679, Revised Statutes, and expenditures 
therefrom shall be charged to any applicable appropriation, fund, or authorization 
whenever a bill in which such applicable appropriation, fund, or authorization is 
contained is enacted into law. 

Sec. 5. No appropriation or fund made available or authority granted pursuant 
to this joint resolution shall be used to initiate or resume any project or activity 
which was not being conducted during the fiscal year 1954. Appropriations 
made and authority granted pursuant to this joint resolution shall cover all 
obligations or expenditures incurred for the pertinent project or activity. 

Passed the House of Representative June 30, 1954. 

Attest: LYLE O. SNADER, 

Clerk. 
BASIS OF ESTIMATE 


Chairman Bripeérs. Mr. Garlock, do you want to comment on this? 

Mr. Gartock. Mr. Hensel, who is in charge of this program for 
the Department of Defense, is here, and he will comment on it. 

Mr. Henset. I would like to speak to the amount, Mr. Chairman. 
mostly to explain just what situation we are placed in as a result 
of this limitation. 

I may start by saying there is no doubt that we can make do on 
this amount. There are, however, certain things that we will have 
to curtail and I would feel remiss in my duty if I did not at least call 
those to your attention. 

I do not know the basis of the $290 million calculation for all mutual 
security programs, but I assume it is roughly to take what was spent 
during the first 11 months, divide it by 11 and round it out to $290 
million. 
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Now, we understand the FOA believes it needs during the month 
of July, and I will speak of this as if it were a 1-month continuing 
appropriation, somewhere between $90 million and $100 million. 

Let us take the lower figure. That leaves $200 million for us. 

Our obligations during the last 3 months of fiscal 1954 averaged 
$394 million. We would have to figure on cutting it down to $200 
million. 

In addition there has been a slippage in signing our offshore pro- 
curement program of approximately $60 million that should be 
negotiated in July. We deliberately refused to obligate a lot of money 
in the last month of the year and in addition, held back $140 million 
of contracts on the ground that the lead time was such that they did 
not normally come up for follow-on orders until July. 

That roughly is 105 millimeter ammunition for the Army, $93 
million; 40 millimeter ammunition for the Navy, $36 million; the 
Sea Venom Aircraft, Navy, $7,500,000; and some miscellaneous radio 
and electronic work for the Navy, about $2.6 million. 

That takes $200 million, plus also training, administrative and 
operating expenses, infrastructure, that we had calculated at $50 
million. There is also required $200 million for material coming from 
stocks in the United States, and from procurement here. 

So we had planned to obligate during July $450 million and the pro- 
vision in this resolution would be cut back some two-hundred-and- 
fiftv-odd million dollars. 

Now, we will just have to make it do, if that is your wish, and yet 
it does run a risk, at least in connection with the follow-on orders. 
What we thought was a prudent business procedure has possibly 
caused us to get ourselves in a position where maybe the production 
lines will go down because we will not be able to place the contracts 
in time. 

Chairman Bripaggs. Were you called in to testify before the House 
on this? 

Mr. Henssx. No, sir. 

Chairman Bripers. Was anybody? 

Mr. Hensev. Not to my knowledge, sir. I do not know how the 
figure was arrived at. This was the reason I said I think if you take 
the overall for the first 11 months, it is approximately $3 billion. 
You divide that by 11 and you get $275 million. It is probably a 
rounded-off figure, but I do not know how it was done. 


LIMITATION ON ADMINISTRATIVE EXPENSES 


Now, there is one other point which I would like tomake. You will 
notice that administrative expenses for all the programs—that. is, 
FOA and the military departments—is limited to $4 million for the 
month. 

Now, I understand that the minimum that FOA can get along with, 
I am told, is $3 million. 

When we made up together our estimates of $5 million, we counted 
on $2 million for the Department of Defense. 

Now, we have been running, for Defense alone, without the reim- 
bursement we give State, $1,400,000, $1,700,000. 

In June we estimate $2,300,000, which includes some nonrecurring 
costs. 
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That will involve therefore a cutback on our part if you keep the 
$4 million ceiling in, and assuming that it makes proportionate reduc- 
tion in FOA’s expenses and our own. 


USE OF FOREIGN CURRENCY 


And we have in the $2 million estimated expenses some $200,000 
which we need in order to pay into the Treasury and get the benefit 

of foreign currency that is made available) to ship back to the United 
States our personnel that have been sent over there in the various 
assistance missions 

The foreign countries will pay their expenses by making money 
available for that 

In order to get that foreign currency and take advantage of it, we 
have to put the money into the United States Treasury and then we 
get it. 

Now, if we do not have enough money for administrative expenses 
in the MDAP program, we would make arrangements for those people 
to be tr ansported back by charging the cost of that transportation 
to the military services to which they are being returned. 

In so doing we lose the benefit of the foreign currency that otherwise 
would be made available and cutting us back, I think, in this admin- 
istrative expense really involves a loss to the American taxpayer. 
We do not get the benefit of the money we pay into the Treasury; 
that goes into general receipts, but it is a saving to the taxpayer 
overall. 

OFFSHORE PROCUREMENT CONTRACTS 


This limitation of expenses will cost us that much money. There- 
fore, I would urge that you raise the administrative expenses to at 
least $5 million for the month and make some provision in the overall 
obligational appropriation so that we can go on with some of our 
programs, [ would say at least with the $140 million of offshore pro- 
curement contracts jhat otherwise may cause a stoppage in the 
production line. 


EFFECT OF FAILURE TO GET FUNDS 


Chairman Brinces. Do you have any questions of Mr. Hensel, 
Senator Hayden? 

Senator HAYDEN. Supposing you did not get the money and you 
have contracts out or contracts to le t so that the goods are not manu- 
factured, where would it leave you? 

Mr. Henset. I do not want to tell you that anything would be a 
catastrophe. One, we would not have enough money that we would 
obligate for new contracts. 

We would continue the production under the contracts that have 
already been let and the money alre ady obligated. 

You see, all our funds stopped on the 30th of June. Now, it might 
cause some delays in programs. That might cause some additional 
cost. 

m For instance, on this $140 million that we deliberately held out 
against a considerable amount of urging—and I need not tell you 
about the pene that is put on you to obligate as much possible 
the last month—we felt that by holding back to the last possible day 
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weJwould get better prices on everything. We may drop a month of 
production. There may be some failure to get the most favorable 
price if the production line stops, then we will have to pick up again. 

Otherwise, all we do is just stop the programs and cut them back. 

Senator Haypren. I feel it would be a mistake to interrupt the 
current production so that you lose money by stopping and starting. 

That is all I had in mind. 

Senator Roprerrson. I should like to ask the witness if the bill that 
the House passed, House Joint Resolution 552 now before us, is in 
accordance with the request that was submitted to the House. 

Mr. Gartock. We did not submit any request. 

Mr. Henseu. This is just a temporary continuing resolution. We 
submitted our overall request and the authorization bill 


INITIATION OF ACTION ON RESOLUTION 


Senator Ropertrson. Who initiated action on the House side? 
Somebody must have testified, or must have done something, or 
they would not have passed the bill. How did the House happen 
to pass the bill? 

Mr. Mureny. The Bureau of the Budget normally handles the 
liaison with the House Committee on Appropriations on these con- 
tinuing resolutions, as I understand it, and they did make inquiries 
of FOA as to requirements for obligations under the mutual security 
program as a whole through the month of July. 

In response to that inquiry we supplied them with the estimate 
which Defense gave to us of $450 million and added to it our own 
requirement estimated at about $95 million, for a total of $545 million. 

Now, it is my understanding that that information was transmitted 
by the Bureau of the Budget to the House Appropriations Committee. 

Senator Roperrson. So the House Appropriations Committee then 
framed this bill, presented it to the House, and the House passed it? 

Mr. Murrnuy. Yes. 


FUNDS TO BE CHARGED AGAINST UNOBLIGATED BALANCES 


Senator Ropertrson. I have not had a chance to examine the bill. 
Does it provide that immediate release of these funds shall be charged 
against any future appropriation that shall be made? 

Mr. Gartock. Charged against unobligated balances. 

Senator Ronertson. When the House acted yesterday on mutual 
security, which includes this, did it not, reappropriate and make 
available all previously appropriated and unobligated funds? 


AUTHORIZATION BILL 


Mr. Mureny. The authorization bill which passed the House yes- 
terday, sir, did contain the provision for the reappropriation of un- 
expended balances, which, of course, includes the unobligated balance. 

Mr. Hensev. That was just the authorization bill. 

Senator Roserrson. That is right; and the Senate has not acted 
on that? 

Mr. Hensex. No, sir. 

Chairman BrinGes. That has to preceded the act of appropriation. 

Mr. Henseu. Yes. 
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Senator Roserrson. In the meantime, you think some of these 
activities will be without funds? 

Mr. Hensegv. I think you will have to curtail them; yes, sir. 

Senator Haypen. The explanation I got, before you came in, 
Senator, was that there was $1,400 million new money and $1,600 
million old money; divide that by 11 and that makes the amount of 
money, and they cut that to $290 million. 

I do not know how they figured it out. 

Senator Rorertson. Does this include some new money and old 
money? Is the amount of new money well within the authorization 
of the new money? 

Mr. O’Hara. All that is authorized by this resolution that the 
House passed is the use of old money for the month of July, for the 
mutual security program, sir. 

Chairman Brincers. If no resolution went through, what is your 
power to act? 

TERMINATION DATE, JUNE 30, 1954 


Mr. Murrny. I am not a lawyer, sir, but if there is no joint resolu- 
tion, my understanding is that the ae would legally terminate. 

Section 530 of the Mutual Security Act does specify the termination 
date of June 30, 1954. 

Chairman Bripces. Does it leave you any loophole? 

Mr. Murpny. It has a provision that Congress may authorize 
liquidation of the Foreign Operations Administration. 


NECESSITY FOR JOINT RESOLUTION 


Chairman Bripces. You are not ready to be liquidated yet and so 
you think it is absolutely necessary to have a continuing joint resolu- 
tion? 

Mr. Murpny. Yes, sir; absolutely. 

Senator Rosertrson. This expenditure is for 1 month? 

Mr. Murpuy. Yes, sir. 

Chairman BrinGss. Is that your opinion, Mr. Loyd? 

Mr. Loyp. That is my opinion. 


FOA PROGRAMS 


Chairman Bripces. What other programs mentioned in this resolu- 
tion, other than that which Mr. Hensel testified on, are within your 
jurisdiction? 

Mr. Murpny. All the nonmilitary programs carried out under the 
mutual security program, sir, are carried out under the Foreign 
Operations Administration. They include a whole variety of pro- 
grams, the point 4 program, the defense support program, and the 
direct forces support in Indochina, the contributions to various 
international organizations, and so forth. 

Chairman Brinces. On page 2, Mr. Murphy, do you handle any of 
those items? 
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RELIEF AND REHABILITATION IN KOREA 


Mr. Murpny. Yes, sir; item (c) on line 19, the relief and rehabilita- 
tion in Korea by Executive order has gone under the direction of 
FOA, sir. 

Chairman BrinGes. Are there any others of those listed at the top 
of page 2 that come under you? 

Mr. Murrny. No, sir; although there is a very direct relation 
between the civilian-relief item on line 5, to the item on line 19. The 
former item is the Department of the Army’s program for disease 
and unrest in Korea 

OBLIGATIONAL RATE 


Chairman Brinces. Let me ask Mr. Sommer, of the committee 
staff: Under provision (a) at the bottom of page 1, it states: 

At a rate not in excess of the curient zate, or in the case of any such project 
or activity for which a budget estimate is pending, at a rate not in excess of the 
current rate, or the rate permitted by the budget estimate, whichever is lower 
and then it lists these various items there. 

As far as the committee staff knows, or the committee has been 
advised, or I have been advised as chairman, continuing at that rate 
is entirely satisfactory to these programs and they approve of the 
joint resolution in its present form? 


BASIS FOR SETTING OBLIGATIONAL RATE 


Mr. Sommer. They claim not. You see, apparently this rate of 
$290 million was figured by the House on the basis of the President’s 
budget estimate because that was the lowest. Their budget estimate 
at the time the budget was submitted was $3,500 million. This 
$290 million is one-twelfth of the $3,500 million. 

Chairman Brinces. Will you re peat that? 

Mr. Sommer. Under the President’s budget estimate it is estimated 
that there will be $3,500 million for the total program in 1955. The 
House apparently figured $290 million by dividing the $3,500 million 
by 12, which comes to $290 million. 

The gentlemen now have testified that because of their mode of 
operation they expect to have a higher rate of obligation in the first 
month than later on in the year. "They need more money in the first 
month. 

Mr. Murpnuy. The figures are absolutely correct, from the stand- 
point of new obligational authority requested by the President in the 
fiscal year 1955, but as was pointed out a few minutes ago the bill 
presented by the executive branch and which has already passed the 
House, does reappropriate the unexpended balances of prior funds 
of which $2.6 billion are estimated to be unobligated. 

So that you see $2.6 billion of unobligated, plus $3.5 billion of new 
money would be a grand total available of $6.1 billion, and if you 
divide that by 12 you come out at over $500 million for the one month. 

So the $290 million obligational authority is not in line with what the 
executive branch desires. 

Senator Corpon. What did you have last year? 
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TOTAL AVAILABLE IN FISCAL YEAR 1954 


Mr. Murpuy. The total availability for fiscal year 1954 was 
$6,850 million available for obligation. 

Senator Corpon. This great reduction comes down to $700 million? 

Mr. Murpry. In terms of availability for obligation, sir, yes. 

Senator Corpon. That is the only term you can use. What other 
term could you use but that? 

You say in terms of that. That is what it is, period. 

Mr. Murpnuy. That is correct. 


UNOBLIGATED FUNDS 


Senator Youna. You have unobligated funds totaling $2,900 
million? 

Mr. Murpny. $2.6 billion is the current estimate. 

Senator Young. You overestimated your needs by $2,600 million 
a vear ago, did you not? 

Mr. Murpny. No, sir; we did not overestimate the needs by that 
amount. 

Senator Youna. The expenditure, then. 

Mr. Murpny. In terms of ability to obligate the money, yes, I 
would say, but in terms of the requirement for the program; no, sir. 
The requirements are just as valid today as they were when they 
were presented to the committee a year ago. 

Senator Younc. You have a carryover of unobligated funds of 
$2,600 million and it is reasonable to assume that your requests now 
are higher than they probably would need to be? 


REASONS FOR CARRYOVER 


Mr. Murpny. Well, the reason for the $2.6 billion being unobli- 
gated, of course, is simply the fact that they have not managed to get 
contracts signed, but the items which the contracts are to be made for 
are 

Mr. Gartock. It is partly just the system. Before MDAP can 
start something they have to have some money. After they tell the 
military department that they want it, it does not necessarily follow 
that we have to go out and place a new contract. We may have it in 
production or in stock or some other way in process with our own 
appropriations and have it already started. 

Therefore, no new contract is made. And with no new contract 
there is no technical obligation though the money must be available 
to pay for the item when we do get it. 

So that $2,600 million in a large part is accounted for because it is 
being held for things which the Department of Defense is in the process 
of getting ready to sell to MDAP. 

Senator Youna. I do not mean to criticize you for having a carry- 
over fund. I wish you had more. 

Mr. Gartock. That is the reason we get a carryover here of un- 
obligated funds that is out of all proportion to what you might expect, 
because it is set aside to buy the stuff from the three departments as it 
becomes available. 
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Senator Ronerrson. The House sends us a figure on Mutual 
Security of $290 million. As I understand it, you want that raised 
to $540 million? 

Mr. Henset. If possible, sir, or, at least, to make known to you 
what our situation is if it is not raised. We can get along, and we 
can live on the $290 million, I want to be frank to confess, but there 
are things we cannot do. 


BASIS FOR INCREASING HOUSE FIGURE 


Senator Rosertson. That is double the House bill. If we double 
the House bill and send it back to them, we should have good and 
sufficient reasons for doing it. 

As of the moment I would not know what they are. 

Mr. Henset. If the suggested calculation of the $290 million is 
correct, and I confess it is the only calculation that works out to 
$290 million, you have this anomaly. You started with the total 
new money to be appropriated during the course of the year, divided 
it by 12 to get it on a monthly basis, then applied it to the money to 
be derived from unobligated balances; in other words, only to the 
old money. 

So you know the $290 million has no real connection or any basis. 

Senator Ropertson. There was no hearing before the House com- 
mittee? 

Mr. Henseu. No, si 

Now, what I tried to tell you, just from the Department of Defense 
angle, sir, is that in the month of July we estimate we obligated $596 
million. That is still estimated because all the figures are not in. 

In May, $305 million 


COMPARISON OF MAY AND JUNE OBLIGATIONS 


Senator Ropertrson. Just a minute. In June you obligated that. 
Sometimes people obligate a lot in June before June 30, to make sure 
that it is not charged against them when they start a new year. 

How does it happe n that June was twice as much as May? 

Mr. Hensev. Our military program did not get really started until 
the first of the year. Our average for the whole year on a monthly 
basis is something like $150 million. 

We were building up all during the last part of the fiscal year, from 
January on. We just could not get the money allocated. 

Now, as a matter of fact we held back $140 million of offshore pro- 
curement follow-on contracts. 

Senator Roperrson. The re was not anything connected with 
June 30 that speeded you up? 

Mr. Hensex. No, sir. As a matter off act, we put the brakes on. 
If there had been anything connected with June 30, any speed-up, 
you would have seen a much larger figure. 

I feel somewhat embarrassed because I was the person who partici- 
pated in putting the brakes on his $140 million of offshore procurement 
on follow-on contracts. 

Now, I say quite frankly, in July we have estimated $450 million 
That is a drop back from June, but that is what we estimated we would 
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spend. That is based on Zone of the Interior stocks and procurement 
of $200 million, offshore procurement of $200 million. 

That is the $140 million I spoke of that we deliberately held up plus 
$60 million that was just plain slippage over in Europe that we have 
not identified the reason for. 

Chairman Bripcrs. May I interrupt you there? 

Mr. Henseu. Yes 

Chairman Bripaes. Let us take Indochina right at the moment. 
What are you doing on Indochina? Do you just shut off there, or 
what? 

Mr. Hensex. I would rather not treat this on the record. 

(Discussion off the record.) 


EFFECT ON OBLIGATIONAL RATE 


Senator Robertson. Suppose this committee approves your sugges- 
tion to authorize $540 million expenditure for the month of July, ‘the 
first month in your fiscal year, to what extent will Congress be com- 
mitted to keep up that rate of expenditure for the whole year? 

Mr. Hensev. May I draw a distinction between expenditure, sir, 
and obligation? 

You are only dealing here with obligational authority and not 
expenditure. I - not think you give us any commitment. I would 
like to think so, sir, but I do not think you give us any commitment 
just by cuidiaasams of 1 month. 

Senator Ropertrson. Suppose it is obligated and has to be paid, 
but not actually spent. Does that commit us to a definite figure, 
by voting for this 1 month, to continue it for the whole year, because 
we have not had the debate vet on the authorization bill, nor on the 
appropriation bill, but there is some sentiment that maybe it could be 
curtailed. 

Mr. Gartock. The answer to that, Senator, is definitey no, no 
commitment. 

Mr. Hensert. We would not interpret it as such. 

3ut to finish, and I am not sure that I did, we had planned $450 
million of obligations in July. I explained the offshore procurement, 
Zone of Interior, $200 million, and then other expenses, such as training, 
$50 million. 

Senator Rosertrson. How does it come about that the House 
committee acted on this without consulting those to be affected as to 
how much they need? 


BUREAU OF THE BUDGET ESTIMATE 


Mr. Murpny. Senator, I think at least indirectly they can be 
considered to have consulted, because I am certain in my own mind 
that the reason the Bureau of the Budget made these requests 
of our requirements was to supply them to the House committee. 

Senator Roserrson. If the Bureau of the Budget estimates $290 
million, are you now released from that estimate? 

Mr. Gartock. They did not estimate $290 million. They esti- 
mated $445 million that we are talking about. 

Senator Ropertrson. I understood you to say it was a Bureau of 
the Budget estimate. 
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Mr. Gartock. No; the Bureau of the Budget got the estimate from 
Defense and FOA and presented them to the committee. That is our 
understanding. 

It is also our understanding that they presented the full $445 
million. 

Senator Corpon. It is the acting chairman’s understanding that 
nothing has been submitted on this side. We have no estimate from 
the Bureau of the Budget. They evidently do not think the Senate 
is of enough consequence to be entitled to have an estimate. 

Mr. Gartock. They did not submit an estimate to the House. 

Senator Corpon. What did they submit? 

Mr. Gartock. There were staff discussions. There was no formal 
transmittal from the Director of the Bureau of the Budget. 

Senator Corpon. Why should we not have something to operate 
on? That is all right so far as history is concerned, but I am trying 
to find out why. 

Mr. Garvock. I would think you are right and the committee 
should be. 

Senator Ropertson. The witnesses say they absolutely need $540 
million. What is the Bureau of the Budget’s recommendation? 
Should we not inquire? 

Can we not submit that inquiry to them and postpone action on 
this? 

Senator Corpon. The answer is that it was $445 million. 

General Moore. An estimate for an appropriation for this activity 
will be sent down just as soon as it can be prepared, but this document 
here is to permit the FOA to continue operation today and tomorrow 
because the Congress has not got the authorization in time and not 
the appropriation. 

Senator Corpon. Wait a minute, the Congress does not get any 
authorization. 

General Moors. The authorization for. 

Senator Corpon. You mean the basic? 

General Moors. This is merely a continuing resolution so they can 
operate today and tomorrow and for the remainder of July. 

Senator Corpon. That might have been suggested in writing with- 
out doing violence to the procedures. 

General Moore. I would like to make one little statement off the 
record. 

(Discussion off the record.) 


TOTAL OBLIGATIONS 


Senator Corpon. May I suggest to vou that you had an appropria- 
tion last year of $6,800 million, and you lacked $2,600 million of 
obligating it, not spending it, but obligating it. 

So that was $4,200,000 which you obligated over a period of 12 
months. 

General Moore. But starting on a curve up to what they have just 
testified as being the rate of obligation in the month that has just 
ended yesterday. 

Senator Corpon. All the time I have been here, General, I have 
never seen expenditures and obligations yet that did not end the fiscal 
year on an upward curve. 
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Mr. Henset. I think we had this additional difficulty in the past 
year. I have not seen any year where we did not get off base, really, 
for 6 months. 

We had difficulty getting the program started. I do not remember 
when the appropriations were finished, but it was sometime in August. 

Mr. Garuock. The general process by which this goes through 
means that the program approval comes to the procurement agency 
about 6 months after their own similar programs have been approved. 
So the whole thing gets started 6 months late. 

Mr. Hensev. We tried to crowd 1 year’s business in 6 months. 
That is what we tried to do. I am hopeful we can go along a little 
more evenly this coming year. 

Senator Tuyr. You tried to crowd 1 year’s program in 6? 

Mr. Hensev. Because we are behind 6 months when we start, sir. 

Senator Tuys. | realize that, but where were you a year ago at this 
same time? 

Mr. Henset. You mean unobligated? 


SITUATION LAST YEAR 


Senator Tuyr. Yes, sir. You may come along here about a year 
from now and make the same statement. You may have made the 
same statement last year because this same program was in effect 
last year. 

Therefore, what was the situation a year ago? You surely must 
have been in gear. You were not in neutral as of July 1, 1953. You 
were in gear. 

Mr. Henseu. Let me get the joint resolution. We are worse than 
in neutral, we are at a dead stop on June 30 every year for obligation. 

Senator Tuys. I grant you, but your obligations and rate of obliga- 
tions were in gear and the only thing that affected a continuation was a 
resolution until the act had been approved congressionally and signed 
by the President. 

Senator Corpon. I would like to suggest, too, Senator, that he is a 
little bit off in his statement that they are in neutral at the end of the 
year. They cannot be in neutral at the end of the year as long as they 
have funds obligated that have not been expended because the | program 
is going on. 

Mr. Hensev. I was only speaking, sir, of our ability to obligate. 
Our ability to obligate new funds stops on June 30. 

Senator Corvon. Knowi ing that it stops, if you have a program that 
is worked out, why are you limited to an obligation that leaves you 
with $2,600 million unobligated? 


BREAKDOWN OF PROGRAM PLANS 


Mr. Henset. We tried to explain that is because the definition of 
obligation so far as our funds are concerned. Of this $2,600 million, 
for instance, we have programed and planned $270 million for tanks, 
$563 million for ammunition, $503 million on aircraft, $218 million 
on naval vessels, and $242 million on radio, radar, and communications. 

Senator Corpon. That is all foreign spending? 

Mr. Gartock. No, sir. Iam not talking all foreign spending either. 
Of the $450 million we were talking about I was only talking about 
$200 million in foreign procurement. 
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EFFECT OF REDUCTION IN FUNDS 


Senator Ture. Mr. Chairman, if | may pursue this question, in 
order to get it straight, you say only of the last 6 months in the year. 
You did not exactly mean that, because that is not a true situation 
So I get back to this question here now: What would you have to re- 
duce or eliminate in your obligation program in the event the $290 
million were the only sum of money that vou received, or that you were 
authorized? What would vou eliminate? 1 think that is the impor- 
tant factor that I have concerned myself with. Will you eliminate 
anything on the refugee relief? 

Mr. HENSEL. That is not ours, sir We are only talking about (b) 
1 am assuming we will have $200 million of what we had planned with 
the $450 million. 

Senator Corpon. What are you going to obligate it for? 

Mr. Henser. We had $200 million for Zone of Interior stock pro- 
curement in the United States 

Senator Corpon. Will you say that again? 

Mr. Hensev. $200 million we had planned to obligate within the 
United States, either taking it out of stock or new contracts 

Senator Corpon. Taking it out of stock vou at least do not need 
dollars? 

Mr. HENSEL. We need obligational authoritv because we take it 
out of the stocks of the services and they need to be reimbursed. 

Senator Corpon. You take it out. Who are you, if you are not 
the service? 

Mr. Hensex. This appropriation is allocated to the Department of 
Defense and it is overall and that is one of our serious problems in 
the definition. 

Senator Corpon. Is not the Department of Defense made up of 
the Air Force, the Navy, and the Army? . 

Mr. Henset. That is right, sir, but for this calculation we have to 
regard it as a separate entity. 

Senator Corpvon. What you are doing is taking it out of your de- 
fense stocks and sending it overseas? 

Mr. Hensev. That is right. 

Senator Corpon. To whom are you sending it? 

Mr. Henseu. I can get you a breakdown. 

Senator Corpon. I would like to know to whom you are sending it 
and where, because there is a lot of it; as far as I am concerned, that 
is not going to be delivered any more. 

Mr. Hensev. You and I see alike on that. 


EFFECT ON SHIPMENTS 


Mr. Gartock. The $200 million that we will obligate in July would 
not result in a substantial number of shipments of those items in 
that month. That is the first step in the process. But unless we 
start it in July it does not get there in August, September or October. 

Senator Corvon. The thing I am interested in is that unless it 
falls within certain well-defined categories and deliberate ones, I do 
not want it to get there at all. 

Mr. Garuock. It can only be delivered in accordance with the act 
previously approved by the Congress 
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Senator Corpon. That does not give me the information that | 
want. That is authority. I want purpose. 

Mr. Hensexv. You would like to know the countries we have in 
mind? 

Senator Corpon. Yes; how much, to whom, and where. 

Senator CuHavez. And why. 

Senator Corpon. Well, that would take a ream of paper. That is 
$200 million that originates in the United States out of stocks and 
procurement. How much stock and how much procurement, just 
roughly? 

Mr. Hensev. More than 50 percent in stocks, I am advised. 

Senator Corpon. Now, as a matter of fact, 1 am not certain I 
would not proceed with the biggest portion of it coming out of procure- 
ment right now, just looking at it from a national standpoint. I am 
not so certain we are smart on that. In any event, it would be around 
50-50? 

Mr. Hensev. That is right. 

Senator Corvon. That is all of $200 million. Now, what is next? 


OFFSHORE PROCUREMENT CONTRACTS 


Mr. Hensei. Then you have offshore procurement contracts, 
$200 million, of which $140 million was follow-on contracts that 
should be placed in July. 

Senator Corpon. You talk about what is a new kind of contract to 
me. 

Mr. Hensex. There are existing contracts for ammunition, elec- 
tronics, radio parts and the like. We are coming to a point where we 
ought to give them an additional contract. We try to negotiate them 
in, let us say, segments, in order to get better prices for what we call 
the follow-on contracts; 

Senator Corpon. Up to now, in my humble judgment, we have 
spent too much time begging some foreign country to accept of our lar- 
gess in billions of dollars, either credit or goods. I am reaching the 
point where I would prefer to wait until they ask for some of it, with 
a few little conditions attached to it, maybe. So where you intend to 
renew contracts, it becomes important to me. I would like to have 
that information. I do not know how my colleagues feel here, but 
I believe it would be helpful for us. 


PROCUREMENT ITEMS 


Mr. Hensev. We can get that information. I have it simply by 
the items. 

Senator CHAvez. What are the items? 

Mr. Hensev. “105-millimeter ammunition for the Army,” 
$93,600,000. , 

Senator CHavez. Where? 

Mr. Hensev. I do not have the place. I bave it only by the item 

“40-millimeter ammunition for the Navy,’’ $36 million, 
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ORIGINATING COUNTRIES 


Senator Corpon. Will you furnish the name of the originating 
country for us, with the amounts? You can do that in writing and 
get it down here as soon as you can? 

Mr. Hensev. Yes, sir. 


(The information referred to appears on p. 16.) 
CONTRACTS PLANNED TO BE PLACED IN JUNE 


Senator Corpon. What is the next one? 

Mr. Hensev. $60 million will be in the same category except it is 
contracts that we had planned to place in June. This $140 million 
we deliberately held up and did not place in June, counting on placing 
it in July. I will get the same detail on that $60 million. 

Senator Corpon. That is $400 million. 


TRAINING, OPERATING EXPENSES, INFRASTRUCTURE 


Mr. Hensev. Then there was $50 million for training, operating 
expenses, infrastructure. That is our contribution to the bases 
abroad and the NATO organization. 

Senator Tuyr. You mean your training program? 

Mr. Hensexu. Training, operating expenses. 

Senator Tuyr. Would that be in Korea? 

Mr. Henseu. There might be some there; ves. 

Senator Tuyr. Where else are you conducting an extensive traming 
program. You see, it is $50 million. Where else are you conducting 
an extensive training? 

Mr. Hensex. We have training in the United States for aircraft 
pilots. 

Senator Ture. | thought you were talking about offshore. 

Mr. Hensev. The offshore finished with the $200 million. This is 
an entirely new item. This is our general training program, operating 
expenses; I assume packaging, crating, and the like. The shipping 
costs are in that. I gave you the procurement figures. 

Senator Corpon. You have $200 million internal ac quisition, either 
from stocks or from procurement, probably split 50-50? 

Mr. HenseEu. Yes, sir. 

Senator Corpon. You have $140 million offshore for which there 
is now no obligation, but you expect to renew existing contracts that 
you have not planned renewing in June for various reasons that were 
satisfactory to you, and $60 million offshore that you are renewing 
that you did intend to renew? 

Mr. Henseu. And missed. 

Senator Corpon. And could not, for one reason or another; is that 
correct? 

Mr. Hensgeu. Yes. Plus this $50 million that I spoke of, such as 
training, operating expenses, contributions to the infrastructure. 
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TYPE OF OFFSHORE PROCUREMENT | 





Senator Cuavez. With respect to offshore procurement, have you lik 
stated to the committee the type of procurement that you are getting? 7 . 
You said something about 40-millimeter ammunition. we? 

Mr. Hensex. Yes. That is Navy procurement. There is also 
$8,500,000 and miscellaneous - De 

Senator Cuavez. You are talking about dollars now? Iam talking . 
about what you are going to get for that. 

Mr. Henset. I can get you the number of rounds and details, and mn 
will include it in the table we referred to earlier, sir. : 

(The information referred to follows:) : 

Murua DEFENSE ASSISTANCE PROGRAM ( 
Offsho € procurement items not contracted for as of June 30, 1954, and for which 8 
contracts should be negotiated in July 1954 ul 
a . + Probable country of 
Item Quantity Value procurement 
- - — ( 
105 mm. ammunition 3, 476, 408 | $108, 980,815 | Belgium, Denmark the 
Follow $000, 000 (93, 500, 000)| France, Norway, Por- 3 
tugal, Spain, Tur- Wwol 
key, Yugoslavia 
105 mm. ammunition 945, 000 29, 546,850 | Japan. old 
40 mm, ammunition 7, 170, 700 42,146,000 | France, Italy. \ 
Follow on , 6, 100, 000 36, 000,000), Belgium, Norway. 
40 mm. ammunitior 551, 700 3, 571,000 | Japan con 

1 Venom airt 50 7, 500,000 | United Kingdom uat 
AN/URR-I13 st board receiver 411 800, 000 France - : 
AN/VRC-4 airborne rad t 1,113 263, 800 Japan ( 
Miscellaneous electronic it ; of British design 2,500,000 | United Kingdom b 
Modernization of Span 23, 184,800 | United Kingdom, WOU 

Spain. ag 
M 1) 452 Mk IV aircraft 75 27, 500,000 | France as \ 
B yUrpos : 1 70, 800 13, 456,000 | Japan W h 
Potal 259, 449, 265 wan 
que: 
1! Follow-on contracts $93, 500, 000 pros 
36, 000, 000 c 
7, 500, 000 hew 


800, 000 N 


2, 500, 000 Vi) 
that 
otal 140, 300, 000 

on, 

AMOUNT REQUESTED and 
prog 
Chairman Bripces. Are there any other questions which committee thor 
S« 


members would like to ask Mr. Hensel, Mr. Garlock, Mr. Murphy, 
Mr. Loyd? com 
Do the witnesses have anything further they want to say? M 
Mr. Murpny. No, sir; I think the situation has been adequately presi 
covered with respect to the military-assistance problem. 
Chairman Brinces. Mr. Loyd? 
Mr. Loyp. No. , 
Chairman Bripces. Anything you wish to add, Mr. Hensel? ve 
Mr. Hensev. No. 


secti 


Chairman Bripces. Mr. Garlock? No 
Mr. Garuock. No. wae 
Chairman Brinces. Are there any further questions by the mem- ry 
bers of the committee? Ne 
Senator Cuavez. Mr. Chairman, may I get to this correction now? M: 


see 0 
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On page 2, line 11, under (b) for the mutual security program, the 
House side has $290 million. I understood that they would have 
liked to have had $540 million and they reduced that to $440 million. 
Is that correct? 

Mr. Gartock. The $540 million includes the FOA and the Depart- 
ment of Defense. The $250,000 we were talking about was just the 
Department of Defense; $90 million or thereabouts for FOA. 

Senator Cuavez. May I get oriented on this for the record? The 
mutual security programs were given $290 million by the House side? 

Mr. Gariock. Yes. 

Senator CHavez. You would like to have $540 million? 

Mr. Garuock. Yes, sir. 

On line 19 we would like to have $5 million instead of $4 million, 
although much of the discussion has been about the $290 million, 
but we need the change there, too. 


CONTINUATION OF OFFSHORE PROCUREMENT 


Chairman Bripgus. Now, Mr. Hensel, Senator Cordon raises 
the question here on the continuation of offshore procurement. This 
would involve no new contracts; it would be merely continuation of 
old contracts? 

Mr. Henseu. | think in the $60 million there might be some new 
contracts; the $140 million is what we call the ‘‘follow on” or contin- 
uation, extension of existing contracts. 

Chairman BrinGes. If it would involve new contracts, with whom 
would they be? The point is that this is a very superficial hearing, 
as you can see, on an emergency matter, on a continuing resolution. 
When we have the hearing on foreign operations appropriations, we 
want to go into it in great detail and into the justifications. So the 
question is: In this continuing resolution, are we starting any new 
programs of offshore procurement in any new countries or with any 
new companies? 

Mr. Henset. It might be a new company in the sense of a company 
that has not had a contract before, but the $140 million is the follow 
on, the continuations; the $60 million is contracts that were planned 
and we should have placed in June but did not. So it is not a new 
program in the sense of anything that is just being thought of or is 
thought of for the first time in July. 

Senator Corpvon. This is not a new program presented to the 
committee? 

Mr. Hensev. No, sir; I am quite certain it was part of the original 
presentation last year when the 1954 appropriation was made. 


EFFECT OF RESOLUTION PROVISO 


Senator Cuavez. Now, if you will turn to page 4 of the bill, line 4, 
section 5, it states: 

No appropriation or fund made available or authority granted pursuant to 
this joint resolution shall be used to initiate or resume any project or activity 
which was not being conducted during the fiscal year 1954. 

Now, how does that affect your operations? 

Mr. Hensevt. We can operate under that—and intend to. You 
see on line 12, on page 2, the money is derived solely from the unobli- 
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gated balances of the appropriation. It is not new money in any 
sense. 
Senator Cuavez. Of course it is not new money but it is still 


taxpayers’ money. th 

Mr. Hensev. Exactly so. It is not new programs. It is all 
programs which were undertaken. bi 
Senator Tuyr. Was there not one answer that there would be some al 
new programs? a 
Mr. Hensev. I said there might be contracts with new companies. Ww 
Mr. Gartock. It would only be within the framework of the justi- ca 
fications presented to this committee last year which could have been in 
done in June but for some reason did not get done in June, Senator. st 

Mr. Hensev. I do not want to say for certain there would not be, 
but there might well be. ca 

Senator Corpon. That does not indicate that that limitation is 
quite as broad as the construction you put onit. It limits the expendi- bi 
n 


tures to a project or an activity which was being conducted in 1954, 

not that might have been. eg 
Mr. Garuock. But the offshore procurement for this class of items 

was being conducted in 1954. 
Senator Corpon. If you are going to say that procurement covers 

anything that you are going to procure, whether it be for a program 

that you justify or any other purpose, the sky is the limit. oF 
Mr. Garuock. I would not go that far. us 
Mr. Henset. We felt that “project”? or “activity’’ were well- Tt 

chosen words. We assumed it did not mean for a contract that was 


not. in existence, because none of these were in existence. th 
Senator Corpon. I am sure that that is the correct interpretation. ve 
It does not refer to the carrying out of an existing contract but it does 
refer to the carrying out or to the making of any additional contracts 
for any basic project or activity which you were not conducting in off 
1954. , ore 
Mr. Hensev. That is right. tai 
Senator Corpon. “Not conducting.” an 
Mr. Hensev. That is right. a 
Senator Corpon. I do not mean that you were not permitted to for 
conduct, but that you were not conducting. @ | 
Mr. Hensev. That is right, sir. We so understand it and will live th 
within that. fut 
POLICY OF OFFSHORE PROCUREMENT fac 
Senator Cuavez. I want you to please feel that I am one of the = 
friends of the Department of Defense, but with respect to offshore - 
procurement, when people are losing their jobs in the United States — 
by the millions, why is it necessary to procure 40- or 80- or 20-milli- litt 
meter shells offshore when we can do it in the United States and put pla 


people to work to pay their taxes so we can do these things. What abi 
is the idea of that? nal 

Mr. Henset, May I say this, sir. Offshore procurement has these pe 
justifications: First of all, for strategic and let me say psychological me 
reasons, which are terribly important. 
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ECONOMIC SITUATION IN THE UNITED STATES 


Senator CHavez. Do you not think that the economic situation in 
the United States is just as important? 

Mr. Hewnset. I do, sir, but, on the other hand, we are trying to 
build up military strength in foreign nations. I believe that it is 
absolutely essential for strategic reasons that a source of supply of 
ammunition be created in those particular countries. If in time of 
war those countries are dependent solely upon the ammunition they 
can get from the United States, with the Jong pipeline, the dangers of 
interrupted sea traffic, no country will ever feel secure in its military 
strength if it relies on our country. 

Senator Cuavez. I want the United States to feel secure. I do not 
care about the rest of the countries. 

Mr. Hensex. That is right, but if we are putting any money in we 
ought to put it in in the way that will enable them to have a sound 
military strength rather than something that will be somewhat of the 
eggshell charac ‘ter, without real substance to it. 

Senator CHavez. And probably use it against us. 

Mr. Hensgv. I think not, sir. 

Senator Cuavez. I hope you are correct. 

Mr. Hensev. They are all risks, but we believe that we have chosen 
our allies with some assurance that they are not going to turn against 
us. But that you take a risk, I quite agree. You may take a risk. 
I think the risk is, however, a good one, and on the slight side. 

Now, we also know that troops will fight better if they know that 
they have an uninterrupted source of supply and they are not de- 
pendent. 

MAINTENANCE OF EQUIPMENT 


Now, we have another problem that worries me a great deal, about 
offshore procurement, We have given to those foreign nations a 
great deal of American equipment, equipment that can only be main- 
tained, furnished with spare parts out of the United States. 1 have 
seen some estimates—I am rather new in this job, and I cannot tell 
you how good they are—that indicate that the maintenance problem 
for those existing pieces of equipment as sent over there run from 
$1 billion to $2 billion a year. Now, every bit of equipment sent from 
the United States adds to that problem, which means that in the 
future—and I am looking to get this incubus off our backs—-we are 
faced with the problem that these spare parts, the maintenance parts 
for that equipment, must come from the United States. Your one 
hope of maintaining that investment is that those other countries 
can acquire the necessary dollar exchange to buy it here. I am a 
little pessimistic on that score and, therefore, to the extent that we 
place offshore-procurement contracts over there, build up_ their 
ability to produce, I have hopes that they will be able to buy mainte- 
nance in the near future with their own currencies, and out of their 
own funds, and that we may not only see this decline, but actually 
stop. 

I, for one, can tell you that I am not looking forward to the period 
where it gets down to a continuing level of $1 billion per annum. 
I want to get it off our backs completely. To the extent we can 
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place offshore-procurement contracts judiciously, I think we can 
work toward that end. 

Senator Cuavez. I think that is sound and I believe in it, but at 
the same time | think some consideration should be given to the 
economy of the United States, in securing these things that are so 
badly needed by the Army or the Defense Department. I believe 
in it and I am for you that way, but I also realize that when you 
have Dayton, Ohio, and when you have some place in Illinois, or 
Watertown, N. Y., or other places that are producing this—when 
we give it offshore, they are losing out back home. What about 
that? Should they not be considered in procuring these necessities 
that we so badly need? 

Mr. Henset. We have considered it very carefully and I believe 
that our offshore procurement is on the very low side. 

Senator Cuavez. Every time you build a 20-millimeter shell in 
Italy or France you keep somebody in the United States out of work. 
Is that not right? 

Mr. Hensev. I am not quite sure that it goes that quickly or that 
proportionately. I believe this: That if you placed that contract in 
the United States there would be correspondingly that much more 
work to be done—whether they would do it by adding to existing 
contracts and speeding up deliveries, I think remains debatable. So 
I do not think I can accept the theory that somebody is put out of 
work by that. Iam faced by this problem as to how much we should 
build up that future problem of continuing support as against our 
present situation. 

Senator Cuavez. Do I understand that we have to do this in order 
to get their support? 

Mr. Hensex. No, sir. I am talking about how do I get them 
ultimately off our backs and in a position to support the material 
that we have already sent there. I hesitate very much to face the 
fact that we have sent—lI forget what is the total we have shipped 
there so far—we have $8 billion over there now. Now, how much 
of that should I let go down and be lost because they cannot maintain 
it there? 

Senator CHavez. That is the point I have in mind. The more we 
give them now the more we have to give them in the future so we 
will not lose. 

Mr. Hensext. And the more we place offshore-procurement con- 
tracts, build up their productive capacities in that way, enable them 
to get over the starting hump, the less we have to give them, Senator. 


COST OF PARTS OVERSEAS 


Senator Cuavez. How about the actual cost of a part overseas, 
and a part in the United States? Is there any advantage in dollars 
and cents in the United States procuring abroad? 

Mr. Henseu. There is a substantial saving in labor. There is 
some extra raw material cost there, but in general the overseas prices 
have run an average of 10 percent lower than here. You get some 
staggering results. 

I saw some for rounds of ammunition the other day where the bid 
price over there was 50 percent of the United States price on them. 
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Senator CHavez. How does that figure with our bragging about 
the American standard of living? 


FOREIGN LABOR COSTS 


Mr. Hensev. I think their labor costs are a great deal less, as 
you well know. There prices are less for many things. Their stand- 
ards are lower than ours. At the same time, if we get more for our 
dollars there—and the money we place over there, does double work 
for us, to the extent that we get it for less—right now we say to the 
extent that we are able to cut them off, because they can support 
themselves, we save again. 

Senator Cuavez. That is our democracy. 

Mr. Henset. Senator, if we did not believe the building up of this 
strength contributes to the security of the United States, we should 
not do it. 

Senator Cuavez. I believe in it, but I also believe in keeping 
American standards of living. I think we can supply the entire 
world with any ammunition, anything they want, and do it according 
to American standards, without going to slave labor, if you call it 
that. 

Mr. Hensev. That is right. I do not think it is slave labor in 
those countries. I do think the standards are less than ours. I 
think they always have been. Even in France and England I would 
not think their standards are up to ours and yet I would not call 
them slave labor. But, I am terribly anxious to get them in a 
position where we do not have to contribute any more money to 
them and we still have them maintaining their military strength for 
our own support. 

Senator Cuavez. I think that is a laudable ambition, and I am 
for it, except that I do not have the enthusiasm to keep that up; the 
more we give them, the more they will want. 

Mr. Henseu. As I say, I have not been in this a long time. I cer- 
tainly do not want my tour of duty to be distinguished by just urging 
them on to highest demand. I want to be very, very hard-headed in 
my dealings. But, I want to be frank with you, that I believe that 
a hard-headed policy of offshore procurement could well—and I 
believe it can—save us more in the long run than the continuous 
supplying of it from over here, when we know they will not be able 
to get the dollar exchange to buy it. 


UNEMPLOYMENT IN UNITED STATES 


Senator CHavez. Possibly not, but what are we going to do with 
three and a half million to four million Americans out of work? 

Mr. Hensev. I am hopeful that other means than part of the pro- 
gram will be found to take care of that. 

Chairman Brivezs. Is there anything else further to come before 
us? 

Senator Cordon has requested certain information here, and wants 
it before the committee takes any action. When will that be forth- 
coming? 
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Mr. Hensxx. The requested information? I do not see why we 
cannot have it in the morning. We might be able to get it to you 
tonight. 

Chairman Bripcges. If there is nothing further, we will adjourn. 
Thank you very much for coming. 

(Whereupon, at 4:05 p. m., Thursday, July 1, 1954, the committee 
recessed, to reconvene at 10 a. m., Friday, July 2, 1954.) 
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FRIDAY, JULY 2, 1954 


Unirep States SENATE, 
COMMITTEE ON APPROPRIATIONS, 
Wash ington, Br G, 
The committee met, pursuant to call, at 10 a. m., in room F-37, 
the Capitol, Senator Milton R. Young presiding. 
Present: Chairman Bridges, Senators Young, Cordon, Thye, Dwor- 
shak, Hayden, MeCarran, and Chavez. 


DEPARTMENT OF DEFENSE 
OFFSHORE PROCUREMENT 


STATEMENT OF HON. H. STRUVE HENSEL, ASSISTANT SECRE- 
TARY OF DEFENSE FOR INTERNATIONAL SECURITY AFFAIRS; 
LYLE S. GARLOCK, DEPUTY COMPTROLLER, DEPARTMENT OF 
DEFENSE; ROBERT E, O’HARA, BUDGET OFFICER, FOREIGN 
PROGRAMS, DEPARTMENT OF DEFENSE; JOHN E. MURPHY, 
CONTROLLER, FOREIGN OPERATIONS ADMINISTRATION 


GENERAL STATEMENT 


Senator Younc. Mr. Hensel, Chairman Bridges wanted us to go 
ahead. He will be here a little later, and some other committee 
members will also be here. They are all busy this morning. 

I think it was Senator Cordon who had raised certain questions 
about the cost of offshore procurement. He wanted that informa- 
tion before we voted on the continuing resolution. Some of this 
information has been supplied to us. I imagine you have a copy, 
Mr. Hensel? 

Mr. Hensel. Yes, sir. 

Senator YounG. Do you have some information, Mr. Hensel? 

Mr. Henset. Yes, sir. 

Senator Youna. Will you proceed? 

Mr. Henset. I have a tabulation of the offshore procurement items 
that we did not make contracts for as of June 30, 1954, as to which 
we wanted to start negotiations in July 1954. That was our plan in 
June. (The table referred to appears on p. 16.) 

You will notice that on this sheet there is a list of various contracts, 
showing the item, the quantity, the overall estimated value of the 
contract. You cannot be sure of that until you actually place the 
contract. 
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Also, the expected country of procurement. Certain contracts are 
marked with an asterisk and then a total down at the bottom show- 
ing the $140 million follow-on contracts concerning which I spoke 
yesterday. The follow-on contract, maybe it is a peculiar word; it 
just means a reorder from the same manufacturer of the same item. 


OFFSHORE NEGOTIATIONS PLANNED FOR JULY 


Senator Youna. I think you gave a good explanation of that 
yesterday. 

Mr. Hensex. I would like to file that document. 

Senator Youne. That will be placed in the record. 

The information referred to appears on p. 16.) 


OFFSHORE PROCUREMENT HISTORY 


Mr. Hensex. Also, Senator Cordon was very much interested in 
the overall OSP history. I have here first of all a document showing 
the OSP contracts that were placed under the 1952 and 1953 fiscal 
year programs through December 3, 1953. That totals $2,250 million. 

[ want to point out that that amount is out of a total of obligations 
of some $14 billion. So it is a relatively smaller part than most people 
think. This is shown both by the countries of procurement, the 
service making the procurement, and the general type of commodity. 
The commodity categories are rather broad, and it includes all 
ammunition and explosives. I do not have it broken down to a 
particular one. That gives you the history. 

To bring it down to the latest date there are also figures giving it 
in not quite the same detail, but according to countries and services 
down to the 19th of June 1954; if you have these two documents, 
you have a pretty good general picture of what has been done insofar 
as placing the contracts in offshore procurement is concerned. 

Senator Youna. Those will be inserted in the record. 

(The information referred to follows: ) 


Fiscal 1954 offshore procurement program, value of contracts placed by service and 
country of procurement, cum ilative to June 19, 1954 


[In thousands of dollars] 





Country of procurement Total Army Navy | Air Force 
Total, worldwide... ‘ 129, 299. 4 110, 426. 1 18, 308. 5 564. 7 
Total, Europe ‘a < 111, 191.0 94, 641.6 15, 984. 6 564. 7 
Belgium 35, 704. 2 34, 186.6 1, 517.6 
France 11, 239. 2 11, 239. 2 A 
Germany 2,612.5 2, 470.6 oz 141.2 
Greece c 1, 056. 6 1, 056. 6 
Italy 33, 707.8 20, 057. 6 13, 650. 2 
Netherlands 280. 1 280. 1 
Norway 84.8 .8 
Spain 1,951.5 .5 
United Kingdom 16, 807. 0 816. 0 423.6 
Yugoslavia 7, 747.2 
lotal, Far East 18, 108. 4 2, 323. 9 0 
Formosa ; 7, 957.8 : 663.5 
Japan 10, 150. 6 8, 490. 2 1, 660. 4 


Nore.—In addition to the above obligations, the Air Force has made commitments of approximately $138 
million in Europe but is delaying actual obligation in order to incorporate in contracts any last-minute 
changes as may be directed by AMC. 
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OFFSHORE CONTRACTS ABOVE UNITED STATES PRICES 


Senator YounGc. Does that complete your statement? 

Mr. Henseu. I thought that was complete compliance with Senator 
Cordon’s request. 

Senator YounaG. Senator Cordon and other members of the com- 
mittee yesterday expressed concern over the contracts being placed 
in offshore countries at a price higher than in the United States. | 
would like you to explain the few you have information on. You have 
one order of cartridges for the 50 millimeter machine gun, HE, placed 
in Italy at 144.9 percent of United States cost. 

Mr. Henset. I do not know the particular one, sir. 

Mr. O’Hara. There were contracts placed in offshore procurement 
programs, particularly during fiscal year 1953 in a few countries in 
Europe, which greatly exceeded the then-going United States price 
but they applied to the initial orders in those countries, Senator. 
Those were to stimulate the original production where a plant in 
this country would normally have had Government loans and other 
things that are not ever considered as proper in offshore procurement. 

The follow-on orders in these plants are all subject to a price policy, 
first, that they have to be the lowest in the competitive bid situation, 
and second, that the total price is not in excess of the United States 
price, including delivery cost to the place where it is to be used. That 
is the current policy. 

Senator Young. Are there any preproduction costs? 

Mr. O’Hara. Not in this particular item, sir. There were some 
facilities assistance costs provided for in a separate project covering 
tools and designs from the United States for ammunition production, 
and those were separately presented and justified to the committee 
this year. There was in addition a certain amount of other assistance, 
and if I may go off the record here? 

Senator Youna. Yes. 

(Discussion off the record.) 

Senator Youna. Could you explain on the record why you are going 
behind the directive? 


SPECIFIC AUTHORIZATION BY SECRETARY OF DEFENSE 


Mr. O’Hara. The directive was one subject to a specific authoriza- 
tion. In other words, that directive was not to be exceeded without 
specific authorization by the Secretary of Defense. In these cases 
where it did go higher, there was a specific authorization by the 
Secretary of Defense, based on special considerations, such as the cost 
factors that enter into initial orders, which would not carry through 
on follow-on orders. 

Mr. Hensev. Senator, might I say this? I am not familiar with 
the particular contract concerning which you are asking questions, 
but in general, I would assume that the first order placed in Europe 
might well exceed comparable prices in the United States drawn in 
contracts performed by people who have been in business for years 
dealing with large quantities. I should think it would be very difficult 
for aman who had never produced an item to bid a price that was oe 
the same as a man who had been producing millions of units for 5, 10, 








28 TEMPORARY APPROPRIATIONS, 1955 


and longer years. So I do expect very close prices or sometimes 
prices to be above ours in the initial order. I believe, however, the Vv 
come down very sharply, and should come down very sharply. I 
think it gives us a distorted picture if you go through and pick out one 
particular contract and ask about that. 

Senator Youna. There are others. Will you explain another one 
to the committee? 

CONTRACT DETAILS 


Mr. Hensev. I will get the details on each contract if you identify 
them. I cannot give them right now, 
Senator Young. You can get that identification from the staff. 


RAYTHEON CO. LICENSE ARRANGEMENT 


Senator Youna. There is another contract involving 142.7 percent. 

Mr. Hensev. Is that a small number of units and is it the first 
contract placed with that concern? 

Senator YounaG. It probably is the first one. You have another 
one, 103.8 percent. I always thought that Italy had some good 
factories to make automobiles, machine tools, and other hard goods. 
Their labor costs are certainly not much more than a third of what 
ours are. You would think that they would be able to underprice us 
on these things. 

Mr. Henseu. They will after you can get them broken in and able 
to go forward. Let me tell you one example. The Raytheon Co 
worked out a license arrangement with a company in Italy to manu- 
facture parts of and assemble horizontal search radar. They had to 
start from the bottom. They had to rebuild the plant. They had 
to get the workmen in. They did it down in Naples. They were 
not familiar with that type of work. Today their prices are down 
under ours a all the parts are interchangeable. A Raytheon execu- 
tive came in to show me, and took apart a little gadget of Italian 
manufacture ied one of United States, and they were different colors, 
and he put them together in a heterogeneous mass, and they fit com- 
pletely. They do good work once they get going. 

Senator Youne. You have many contracts that are around 100 per- 
cent of ours. When they want to export electrical generators or any 
manufactured article to us, they quote prices usually about a third 
below United States prices. The Bureau of Reclamation has been 
buying electric generators recently at a greatly reduced price. You 
would wonder why they would require approximately 100 percent. 

Mr. Hensev. The first order does not surprise me. I am surprised 
it is down to 100 percent. 

Senator Young. Are these all first orders? 

Mr. Hensex. I do not say they are. On the first order it does not 
surprise me at all. 

Senator Haypen. Might] ask, Mr. Chairman, on a dollars-and-cents 
basis, you do business this year and maybe it costs you a little more 
than it does in the United States; when they get going the next year 
on the production—has this program been is existence long enough 
that the latest prices are on the average below the prices in the U nited 
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States, and therefore the total amount of money to acquire the par- 
ticular things we want to buy is less than if they were bought in the 
United States? 

PRICE COMPARISON 


Mr. Henseu. I can answer that ‘“‘Yes,’’ Senator; that is the reason I 
was able to state to you yesterday that the overall average price of 
1952 and 1953 was 90 percent of the United States price. ‘That 90 
percent, you realize, is averaging in some of these listed in the $140 
million follow-on contracts and others that Senator Young has been 
speaking of. So it is not only coming down, but it will come down 
substantially. I can match some of these examples with bids that 
are 50 percent of our prices. That is in the ammunition field, once 
they get started. 

Senator Young. Would you take that country by country and 
furnish the information to the committee, showing what your first 
contract was, and the second contract, and the third, and so on? 

Senator Haypren. He cannot do it on all those items. 

Mr. Henseu. May I do that on some selected items? 

Senator Youna. Yes. 

Mr. Henseu. I will certify they will be representative. 

Senator Youna. Certainly. 

(The information referred to follows:) 


VWVDAP off. hore procurement Comparative prices—Original and follow-on contracts 

Unit United 
Item Unit a d | Foreign aw Foreign 

States State 

Cart .30 cal AP M2 M 75. 54 71. 95 78. 96 17. 00 

Shell 155 mm M107 w/PD ea. AL. 17 58. 72 46, 52 14. 40 

3.5’" rocket \ 4 18.18 19. 82 17. 93 15. 60 

AN/GRC-9 ea 1, 403.00 | 1,542.00 | 1, 592. 00 1, 348. 00 

2.36’' rocket ea 9.09 10. 99 9. 00 74 


Senator Youna. I do not know what other information the rest of 
the committee members want before they act on this resolution. 

(Discussion off the record.) 

Mr. Henseu. If you look at this sheet, the first one on the 105- 
millimeter ammunition is $93 million. We have listed the probable 
countries of procurement. 

Senator YounG. This is in answer to Senator Cordon’s question? 

Mr. Hensex. Yes, sir. I think all the information he asked for is 
there. 

(Discussion off the record.) 


INTERCHANGEABILITY OF EQUIPMENT AND FUNDS 


Senator Haypren. There is one question I do want to ask for the 
record. Has a proper arrangement between the Department of 
Defense and foreign operations been made as to the interchangeability 
of equipment and funds? We had a good deal of complaint about 
that last year. Was that cured by legislation, or do you still have the 
difficulty that if you order something out of stock here, you have to 
supply the money for it, and you do not have the money? 

Mr. Henset. I think we still have certain procedural problems to 
work out. Very frankly, we in the Department of Defense believe 





30 TEMPORARY APPROPRIATIONS, 1955 


that once the money is allocated to us, it should be done on a rather 


general policy basis, and from there on we ought to have both the 
responsibility and the authority to use it subject to that policy. Up 
to date that has been handled by an Executive order. I do not think 
the Executive order in existence has been completely satisfactory to 
any of us. We hope that will be rewritten, that this arrangement 
that I speak of will be written in the new Executive order. 

Senator Hayprn. I did not know whether it could be handled by 
Executive order or whether it was necessary to have legislation. 

Mr. Hensev. [ think it is better to handle it by Executive order, 
because I think vou get a better chance to deal with details than in the 
rigidity of legislation. 

Senator McCarran. What arrangement is under discussion, Mr. 
Chairman? I understood the witness to testify about some arrange- 
ment. 

Senator Haypen. You can say that over again as to what happens 
now when an item of procurement that you have in hand in stock and 
you can best handle and deliver—we had the argument a year ago 
about how to work it out. 


NEW ACCOUNTING ARRANGEMENT 


Mr. Hensevt. We have been seeking a new accounting arrangement 
whereby the mutual defense assistance fund will be paid to the indi- 
vidual services who deliver items out of stock, or based on assigning 
to this project a portion of a contract that is entered into for entirely 
different purposes, paying them only on delivery of the item. 

Senator McCarran. Paying who on the delivery of the item? 

Mr. Hensev. The military department who is acquiring it or out 
of whose stocks it is being taken. Today under the present arrange- 
ments the funds have to be provided well in advance. We believe 
that, while that is good from the standpoint of authorization and 
standpoint of commitment, you do not need the funds in the bank 
and handed over to the other party until the delivery is actually made. 

We have requested a change in our accounting methods for that 
purpose. The Senate wrote it into our Defense Department appro- 
priation bill, but I understand in conference it was stricken out, and 
we hope that will receive further consideration in connection with 
the mutual defense assistance appropriation bill. 


HOUSE OPPOSITION 


Senator Haypren. That is why I asked the question, because we 
went into that in great detail and decided that was the way to do it, 
and the House would not agree. 

Mr. Hensev. We are working with the House on that. I think 
there was a misunderstanding that led to it being stricken out. I can- 
not argue that it is not at least as appropriate in the mutual defense 
appropriation bill, or more appropriate, as against the regular bill. 
But that will give us control over the military services that we have 
never had. 

One of our big difficulties is that when you sign the money out for 
them to obligate, and then programs change, at ‘least in priority, you 
have great diffic ulty getting the money back again. Whereas if we 
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could sit with the money and pay it out only on deliveries, we would 
get along with less money in the bank, and we would have better con- 
trol over the individual services so far as speeding up the program is 
concerned. 

Senator McCarran. I am not in touch with the subject evidently. 
Hence I am unable to follow the reasoning that is propounded here 
by the gentleman. 

Senator HaypENn. It will have to be more fully developed when we 
hold our hearings on the security aid. 

Senator McCarran. I do not see why it should be a long time in 
advance, and I do not see why it should be in the category that he 
makes mention of. It is probably because I have not been able to 
bring myself in touch with the subject as I should have. 


LOSS IN EXPORTS 


Senator YounGe. While Senator Cordon is looking at those papers 
there, I would like to express concern over the lack of appreciation of 
most of these foreign countries for what we have done for them. Let 
me speak just to the agricultural end of it. We built up our produc- 
tion to meet their needs after the war. The Argentine was charging 
$6 for wheat, and we sold it for $3.50. In the last year the Argentine 
have built up their exports from 9 million to 81 million bushels of 
wheat. We have lost percentagewise a far greater share of exports of 
wheat than any major wheat-producing nation in the world. It seems 
to me that we could take a little more advantage of the United States 
dollars we are spreading all over the world. 

Mr. Henseu. I think you are right. It was as a result of price 
competition that increase on the Argentine 

Senator Youna. | think much of it was due to barter arrangements 
and lower price. As far as Canada is concerned, we have exactly the 
same export price. Yet we have lost our exports at a far greater rate 
than they have. 

Senator McCarran. What is before the committee, Mr. Chairman? 

Senator Youna. The continuing resolution. Senator Cordon wants 
to ask some questions. 

Senator Corpon. I am interested in this country of probable 
procurement. I note you have $108,980,815 of new contracts, | take it. 

Mr. Henset. No. You will notice underneath that in parentheses 
is indicating what is a reorder. 

Senator Corpon. Is $93 million part of the $108 million? 

Mr. Henseu. Yes, sir. 

Senator Corpon. That is to say, you have already put that out? 

Mr. Henseu. No, sir. 

Senator Corpon. You just intend to? 

Mr. Hensev. We have it in contemplation. We would have 
placed it earlier if we had not adopted the policy of holding back any 
reorders until the last probable date in order to make certain that we 
had the maximum pressure on the contractor. 





32 TEMPORARY APPROPRIATIONS, 1955 
NEW CONTRACTS TO BE NEGOTIATED 


Senator Corpon. How much of it—I believe it is $140 million of 
new contracts—are to be negotiated? 

Mr. Henseu. Reorder contracts is $140 million. 

Senator Corpon. What is the 60 

Mr. Henset. The 60 were the ones which we had really expected 
to place in June and missed. 

Senator Corpon. Your reorder of $140 million, of course, will be a 
continuation of orders now being produced? 

Mr. Hensev. That is right, sir, placed with people who have 
experience. 

Senator Corpon. Have the orders heretofore given to those 
contractors been completed? 

Mr. HenseEu. No, sir 

Senator Corpvon. If not, approximately what percentage of them 
are completed? 


COMPLETION DATE OF CONTRACTS 


Mr. Hensexv. These particular contracts, looking at the $93,500,000, 
are scheduled to be completed, and we believe they are on schedule, 
in March of 1955. We compute the probable lead time, and figure 
back that in order to pick up that productive capacity which runs 
out of orders in March 1955, we ought to start negotiating contracts 
in July 1954 to carry on. That is an 8 months lead time. 

Senator Corpon. With respect to the $140 million which represents 
little more than putting ditto marks on contracts that you presently 
have 

Mr. Henseu. We hope for price reductions. 

Senator Corpon. [ join you in that hope. The contractors are 
tooled. They are now producing precisely the same type of goods 
that will be ordered with $140 million. I cannot see the need for the 
$140 million even for purposes of obligation in such a hurry that we 
cannot take care of it in the regular bill. 

Mr. Hensex. Nobody can figure precisely, Senator, to that degree. 
I am one to admit that. We have felt that with the problem of lead 
time, which was an actual production lead time of 6 months—and 
remember many subcontracts are placed under these major contracts— 
to get those all lined up, we felt that before you really expected the 
plant to start turning out, you needed 6 months lead time. We 
added to that an estimate of 2 months to get the contracts lined up, 
the subcontracts lined up, and all that, and therefore we figure that 
when contracts are going to run out in March 1955, in order to be 
certain that there is no drop in production—and then you have to 
build up again or the subcontractors all wander off and you lose your 
labor supply—that it is wise to begin in July 1954. 

I am quite certain I have a little leeway in there against risks. 
You are cutting me a little thin if you say wait until August. I will 
do my best if you say wait until August. 

Senator Corpon. With respect to the $60 million, that, of course, 
is a matter of negotiation of contracts. 

Mr. Hensex. That is right, sir. 
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Senator Corpon. There I could see a greater need for immediate 
authorization than I do for the $140 million, frankly. 

Mr. Hensex. Could I be on the other side for a minute? I would 
see a little less perhaps there because there I do not run any risk of a 
production line going down. It was a contract I planned to place 
[ missed it due to my own fault in June. If I miss something else in 
July, I am not taking any risk. The only risk I take is that if I, or 
somebody else, is up here next year, and is asked ‘“‘ Why did you not 
place these contracts in July? What happened to your program?’ 
I hope somebody will remember. 


OBLIGATIONAL RATE 


Senator Youna. May I interject these figures into the record? 
During the first 10 months of 1954, you obligated $2.3 billion and in 
the last. 60 days $1.9 billion. 

Mr. Henset. No, you have the overall total of fiscal years 1952 or 
1953 with your $2.252 billion. 

Senator Youna. These figures were computed by the staff. 

Mr. Hensev. Overall through December 31, 1953, from the begin- 
ning of the offshore procurement. 

Senator Youna. These are actual obligations. 

Mr. Hensev. Yes. 

Mr. Murpny. | think this is a coincidence. ‘The similarity o 
figures is probably misleading. I think the figures that the staff 
was referring to of $2.3 billion is the total obligation in the whole 
mutual security program, including the nonmilitary programs and 
everything else, for the first 10 months of 1954. 

Senator Youna. And the $1.9 billion, being estimated obligations 
for May and June, would indicate you have been much more active 
in the last 2 months. 

Mr. Hensex. We had difficulty getting started 


¢ 


AVERAGE MONTHLY EXPENDITURES 


Senator CHavez. What was the average expenditure monthly? 

Mr. Hensext. Would you give me a year? 

Senator CHavez. Say in fiscal 1954. 

Mr. Henseu. $275 million, military only. 

Senator CHavez. What on the civilian end of it? 

Mr. Murpuy. The total obligations in the whole program for the 
year, sir, are estimated at $4.2 billion, which would give a monthly 
rate overall of approximately $350 million. 

Senator Cuavez. That includes the military and otherwise? 

Mr. Murruy. Yes, sir. 


PERCENTAGE OF OFFSHORE PROCUREMENT 


Senator DworsHax. What percentage of the military is offshore 
procurement? 

Mr. Henset. May I give that to you in this way, Senator Dwor- 
shak? It is about one-seventh. 

Mr. O’Hara. I would like to make another reference to Senator 
Chavez’ question. I understood it to be expenditures. 

Senator Cuavez. That is right. 
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Mr. O’Hara. However, the obligations for military will average 
$150 million per month in fiscal year 1954, through June. 

Senator Cuavez. That is on military. 

Mr. O’Hara. That is right, sir. The obligations during the first 
half of fiscal 1954 on military were only $261 million in total. The 
obligations for the months for which we have complete reports in the 
5 succeeding months exceed 1 billion. It is estimated that in the last 
month they will clean up some of the outstanding stuff that has beeen 
under negotiation during these months and obligate approximately 
$500 million. 

Mr. Hensev. Senator Dworshak, on the one-seventh, if you take 
it on the obligation basis, you can see rather quickly that the obliga- 
tions roughly overall are $14 billion, of which $2.2 billion were offshore 
procurement. That is the overall program from the start, 1950 on, 


DELIVERIES 


Senator Corpon. The orders are completed for this material and 
the articles delivered. Are they delivered to the commander of 
NATO in Europe? 

Mr. Henssv. No. 

Senator Corpon. To whom are they? 

Mr. Henseut. They are delivered to the United States Government. 
These are our contracts, and we do the allocation. The allocation of 
material is in accordance with plans that have been approved. 

Senator Corpon. Are these stored overseas 

Mr. Hensei. They are intended for foreign countries. I do not 
mean to say we keep them. But the control of the allocations as of 
the time of delivery is in our hands. 

Senator McCarran. That is not an answer to the gentleman’s 
question. Do you store them overseas? 

Mr. Henseu. Yes, sir. I said they went to the foreign countries. 
I did not mean to leave the impression that they were taken into our 
stocks. This is intended for mutual defense assistance, and intended 
to be given to a foreign country. Ido not want to leave the i impression 
that we hang onto them after we get them. 

Senator Corpon. That was not only the impression, but the 
statement. 

ALLOCATION OF DELIVERIES 


Mr. Hensex. I said they were delivered to us, and that we 
allocated them. I meant to indicate that we had simply the power 
of allocation. 

Senator Corpon. And when you say you allocate them, you mean 
as soon as we get them, you allocate them? 

Mr. Hensex. Yes. 

Mr. Garvocx. But it keeps in control of United States hands as 
to whether they go to the French, Belgians, and so on. 

Senator Corpon, You have the power of identifying the recipient 
and controlling the material until delivered to the recipient. Then 
the recipient takes over, and the only control you have is through 
the NATO organization? 

Mr. Hensev. That is right, sir. We do have bilateral agreements, 
Mr. O’Hara reminds me, that specify certain obligations undertaken 
by the foreign nations. 
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Senator Corpon. I have no other questions, Mr. Chairman. 

As I see this matter, the whole question is whether we should 
increase this $280 million to $450 million, is that right? 

Mr. HENSEL. Yes. 

Mr. Gartock. Let us not overlook that $4 million down there at 
the bottom. 


LIMITATION ON ADMINISTRATIVE EXPENSES 


Mr. Hensev. Let me emphasize that. There is a limitation on 
the amount of administrative expenses. 

Senator Corpon. You do not like that. How much would you 
like to have? 

Mr. Hensev. We would like to have that increased to $5 million, 
so that we would be certain to be allowed to devote $2 million to 
Department of Defense to administrative expenses. 

Senator Corpon. What is this $2 million in the Department of 
Defense? It is all Department of Defense. 

Mr. Henset. No, sir; that is just the point. It is not all Depart- 
ment of Defense. You have lumped together there both the FOA 
needs and ourown. Remember that this limitation is out of the total. 
It is not any additional item that is appropriated. 

Senator Corpon. That is right. 

Mr. Hensevt. We would like to have the right certainly within our 
group to spend the $2 million, and we feel that would be a real saving. 
I mention one of our problems. We estimate our normal adminis- 
tration will be about a million seven and in addition two to three 
hundred thousand that we should have for personnel rotation. 


REFUGEE RELIEF 


Senator Corpon. If you do not mind my interrupting you, I would 
like to get this $4 million identified as to the spending agency. Who 
handles refugee relief? 

Mr. Murpuy. Those items are not part of section B. 

Senator Corpon. The $4 million is only as to B? 

Mr. Murpnuy. That is right. 

Senator Corpon. The mutual security program 

Mr. Murpny. Yes, sir. 


FOA CONTROL OVER ADMINISTRATIVE EXPENSES 


Senator Corpon. Assuming that we put the limit of $4 million 
or 5 or 8 or whatever you will for the purpose of my question; who 
parcels that administrative expense between FOA and the Depart- 
ment of Defense? 

Mr. Murpny. The Director of FOA, sir, through my office. I am 
the controller of FOA. 

Senator Corpon. You mean to say that FOA tells the Department 
of Defense how much money it can spend for administrative purposes? 

Mr. Murpny. Ina manner of speaking, sir, yes. The money comes 
first to the Director of FOA, and it is parceled up to his expenses, the 
State Department and the Department of Defense for administrative 
expenses. 

Senator Corpon. Who does the parceling? 
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Mr. Murpuy. The Director of FOA does the parceling. Here is a 
case where the request was for $5 million. Had it been met, each of 
the agencies would have received from Governor Stassen what they 
requested for the month of July. It is now $4 million. So it follows 
that each of the agencies are going to have to receive something less 
than they requested for the month of July. 

Senator Corpon. I understand that. If it would be $3 million, 
it would be still less. I am interested in the identify of the agency 
that has the authority to say you take so much and get along with it. 
You say that is FOA? 

Mr. Murpny. Yes, sir. We would examine each of the requests, 
and we would probably in this instance supply a percentage reduction 
to each of the agencies involved. 


AUTHORITY FOR CONTROL 


Senator CHavez. What is the authority for that? 

Mr. Murpuy. The President by Executive order, Senator Chavez, 
has allocated all funds appropriated to him to the Director of FOA, 
and under his authority, which is in the existing present law for gen- 
eral direction, supervision, and coordination of all programs of 
foreign assistance, he has the power to allocate money out to the 
various agencies of Government who are operating programs under 
this worldwide mutual security program. 

Senator Corpon. In other words, it is mutual aid first and defense 
second. That is what it is. 

Senator McCarran. Is that a fact? 

Mr. Hensex. Yes, sir. I am talking about the mechanies, sir. 

Senator Corpon. We would be taking care of our own procure- 
ment if we did not have some mutual aid. As far as I am concerned, 
Mr. Chairman, I know all I want to know. 

Mr. Hensex. | hope vou see to it we get our $2 million for admin- 
istrative expenses. 

Senator Corpon. You said you wanted four. 

Mr. Hensex. Two for us. 

Senator Corpon. Talk to him. 

Mr. Hensev. If you put the ceiling on it, I am telling you what 
happens to it. 

COUNTERPART FUNDS 


Senator Haypen. What I want to know is, Does the reduction of 
this amount of your request from 5 to 4 million affect the use of coun- 
terpart funds? 

Mr. Gartock. May I speak to that, Senator? You go back to the 
general provision of the law which requires us, except in the military 
appropriations, to deposit funds to the United States Treasury when 
we pick up local currency, including these MDAP contributed funds. 
We would be short of money to make the deposit. Therefore, we 
could not pick them up. Instead of paying passage home for people 
who are about to be rotated out of those counterpart funds, we would 
have to pay for it out of United States dollars from our own military 
appropriations. 

Senator Corpon. Suppose we made a provision with respect to 
that matter, and permitted you to use enough counterpart funds for 
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which you do not have to make deposits to increase your 4 million 
to 5. 

Mr. Gartock. May we go off the record, and have a little counsel 
on our side? 

(Discussion off the record.) 

Senator Corpon. My memory is not as good as it used to be, so | 
want some members of the committee or some of the witnesses to 
correct me if Iam wrong. But my memory is that the provision in 
the law requiring dollar deposits for counte rpart credits picked up was 
put in the law solely as a limitation to require that the operation be 
kept within the appropriated figure. Is that not right? 

Senator McCarran. That is the principal reason for it. 

Senator Haypen. I think that is true. It is just a question, is the 
appropriation figure big enough to do the job. 


ROTATION OF PERSONNEL 


Mr. Henseu. You see at this time of year we run into more rotation 
of personnel than normally, and that is the reason we have heavier 
expenses in July and August. It is on their return trips. 

Senator DworsHak. Are they leaving the service or being assigned 
elsewhere? 

Mr. Henset. No, sir; they are assigned elsewhere. 

Senator McCarran. What does your rotation amount to per 
month in numbers at this time of year? 

Mr. O’Hara. The rotation during the summer months will affect 
about 200 officers and enlisted men with their dependents, and the 
transportation of household goods for those of them who have depend- 
ents and move them overseas. The average cost for that is something 
over a thousand dollars a person. It runs to about $1,350. 

Senator McCarran. Does that run through to the family’ 

Mr. O’Hara. That is an average out of all the families. 

Mr. Henseu. It is averaging the bachelor. 

Mr. O’Hara. There will be some with 7 and 8, and some with no 
dependents. 

Senator Corvon. The $1,350 is per individual employed and not 
per capita, including family? 

Mr. HeENsEt. It is per unit, let us say. 

Mr. Gar.ock. Senator, our quick calculation is that the same 
exemptions were made available to us that are made in our general 
appropriation act. We could probably live within the $4 million. 

Senator McCarran. What do you mean by that? 

Senator Corpon. What is the provision? Have you got a good 
memory? 

Mr. Gartock. It says in effect, particularly with respect to the 
DM, the deutschemark, that where goods and services are made 
available to us, we do not have to deposit dollars in the Treasury. 
We report on them. The Congress knows about them. We go down 
through and show exactly what we are going to do, and make the 
same kind of reports. This is our special report {indicating}. 


) 


SOURCE OF COUNTERPART FUNDS 


Senator Corpon. Tell me this. Where does the counterpart money 
come from now, other than a deutschemark in Germany? ‘They are 


still paying some costs to us. 
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Mr. Murpuy. Section 408 (d) of the Mutual Defense Assistance 
Pact stipulates that wherever possible the expenses of the United 
States in these foreign countries should be paid for from the contri- 
butions of local currencies made by the recipient country. 

Mr. Henset. It is not a counterpart. It is a specific contribution 
made by a country. 

Senator Corpon. For what? 

Mr. Henseu,. For that rotation. 

Mr. Murpuy. Allowances, travel, local rental expenses, utilities, 
local employment. 

Senator Corpon. What you mean, then, is that the overall cost 
of defense is paid through an allocation between the contracting 
countries. 

Mr. Henseu. There are certain contributions they make. 

Senator Corpon. And they are made in connection with the mutual 
defense operation. 

Mr. Hensex. That is right, sir. 

Senator Corpon. And they are made available to whom? 

Mr. Murruy. They are deposited in the accounts in the name of 
the Treasurer of the United States. In order for us to use those 
local currencies under present law, we must present to the Treasury 
here in Washington a dollar payment before they will release those 
currencies for the uses in the countries. Dollar equivalent in the 
form of checks. 

Senator Corpon. Very well. 

Senator Haypren. I did not quite understand it. Do you think 
you ean correct this thing by leaving the money, $4 million, and put 
language in, or it would be better under the existing law? 

Senator Corvon. My thought at the minute is that we increase it 
to $5 million, all as far as possible to come out of counterpart without 
reimbursement. 

Mr. Hensev. I do not think you need from our angle to do that. 
There is some language. 

Senator Corpon. Provided that currency contributed under mutual 
defense agreements may be used to the extent not to exceed $400,000 
in value without regard to section 1415 of the Supplemental Appropria- 
tion Act, 1952. That added to your $4 million you think you could 
get by with? 

Mr. O’Hara. That would take care of the Department of Defense. 

Senator Corpon. But we have to say that the administrative ex- 
pense shall not exceed $4,400,000, provided that the $400,000 would 
come from this source. 

Mr. O’Hara. That is correct. 

Senator DworsHax. Mr. Hensel, I would like a little clarification 
of this provision on line 15, on page 2, provided that the rate hereunder 
for any individual program shall not exceed the current rate. I am 
a little bit intrigued by the word “current,’’ whether it is the average 
monthly rate, or is it rate for June, the final month in 1954 fiscal 
year? Can you tell me? 

Mr. Hensex. No, sir. 

Senator DworsHak. You cannot? 


Mr. Hensel. No, sir. 
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CIVILIAN RELIEF IN KOREA 


Senator Dworsuak. The reason I ask the question is that I have 
been advised that your Korean relief program was coasting along very 
slowly, and in the last couple of months they have dumped $120 
million in a frantic effort to get rid of the fund so it would not be neces- 
sary probably to report to the committee inability to get rid of many 
of these funds so that it might weaken your presentation. I am not 
making that as an allegation. I am just wondering if that is one 
motive for the dumping or accentuating your program in May and 
June. If so, |] am wondering whether your current rate for civilian 
relief in Korea would be the rate you had in May or June, or whether 
it would be the average monthly rate over the 12 months of the 
fiscal vear. 

Mr. Murpuy. I can answer that, sir, by referring to section (c), 
which specifically covers the relief and rehabilitation in Korea, and 
as you will note, restricts us to the use of any unobligated balances 
which may have been available as of midnight June 30. 

Senator Dworsnakx. How much was available at that time? 

Mr. Murpeny. It is too early to say with any precision. 

Senator DworsHak. Can you estimate it? 

Mr. Murpuy. I would say it was something less than a million 
dollars. 

Senator DworsHak. Can you tell us how much you expended in 
June? 

JUNE OBLIGATIONS 


Mr. Murpnuy. Yes, sir. I think obligations in the month of June 
in the Korean program approximated $80 million. 

Senator DworsHak. What was it for the entire fiscal year? 

Mr. Mureuy. $200 million. 

Senator DworsHak. So 40 percent of your entire annual appropria 
tion was expended in 1 month. 

Mr. Garuock. It was not quite that way, sir. 

Senator DworsHak. Obligated. 

Mr. Garuock. No, sir. A large part-of this operation for civilian 
relief in Korea is handled by the Army. They go ahead and carry 
out the program throughout the year from their stocks. At the end 
of the year they switch back so that the charge comes lodged against 
the correct appropriation. 

Senator Dworsnak. It is just bookkeeping. 

Mr. Gartock. The bookkeeping shows up. 

Senator DworsHak. You have not accelerated your program in the 
last month? 

Mr. Murpny. Excuse me, we are going to mislead here if we are 
not careful. Civilian relief in Korea is covered up in another part of 
the bill on line 4. I am talking about section (c), which is the relief 
and rehabilitation. The item Mr. Garlock is referring to is the civilian 
relief in Korea, the item run by the Department of the Army. | 
thought you were referring to the relief and rehabilitation program in 
Korea. 

Senator DworsHak. That is what I was. 

Mr. Murpuy. Which was covered by section (c) and that is what 
I referred to. 
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Senator DworsHak. That is exactly what I referred to. 

Senator Cuavez. Tell us this. Why is it that in May and June 
the expenditures for this thing that you are talking about are higher 
than they are in the other months? 

Mr. Murpuy. You will recall that Congress passed this ni 
tion making the $200 million available in a special program for Kores 
last August. We had, or the President had, to appoint a re Masildalies 
on the staff in Korea, which he did. Mr. Tyler Wood was sent out 
there. He had to sit down and negotiate a bilateral agreement with 
the Korean Government under which this aid would be extended. 
Those were very protracted negotiations, Senator, and they finally led 
to an agreement about the middle of December, I think the date was 
the 18th, but I could be off by a few days, which meant, of course, 
that half the year practically was gone before the real basis for the 
program laity was established. All the time these negotiations were 
underway simultaneously there were preparations, surveys, studies to 
determine what it was that was needed to get this program rolling in 
Korea. The natural result was that, after the agreement was signed, 
the program picked up impetus and as it rolled through the year the 
obligations naturally mounted. 

Some of the contracts, for example, on which negotiations and dis- 
cussions were undertaken as early as December and January finally 
reached agreement in May and June, so the obligations became 
effective. 

Senator Cuavez. I am not criticizing or anything like that at all, 
but it does seem peculiar, Mr. Chairman, that every department in 
May and June just before the end of the fiscal year have expenditures 
generally more than they are the other 10 months on the average. 
[t appears at a distance at least that you want to get rid of that money 
before we appropriate for the next fiscal year. 

Mr Mourpny. In this particular instance, Senator, in addition to 
the normal delays, of course, the appropriation was not made until 
August, you will recall the item was not a part of the mutual security 
program presentation last year. It came along as a special item after 
the armistice was declared. So there was a lot of programing work 
involved in this program after the appropriation which might have been 
done before. 

Senator CHavez. So your idea then is that this was a question of 
timing and negotiations, and so forth, and the fact that it was May and 
June was only incidental. 

Mr. Murpny. That is right. There is no question about the need 
for this assistance in Korea. A great deal larger sum might have been 
used had it been available, because the estimates on what it is going 
to do the job in Korea 

Senator Cuavez. I understand that. If you make it available, it 
will be spent. 

Senator DworsHak. You said a few minutes ago that the Defense 
Department was not interested in rehabilitation and civilian relief 
in Korea.. But that is included in this bill. It is true that the con- 
tinued operations of relief in Korea are provided for in this bill. 

Mr. Murpny. In section (c). 

Senator DworsHak. What difference does it make where they are? 
They are in the bill. 

Mr. Murpny. Yes. 
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Senator DworsHak. Why do you tell us that the Defense Depart- 


ment is not interested, creating the impression that there is not any 


provision for continuing the relief program? 

Mr. Murpuy. I did not mean to create that impression. It defi- 
nitely is provided in the bill. 

Senator DworsHaxk. I know Mr. Hensel does not supervise it, but 
it is in FOA. 

Mr. Henseu. I was distinguishing the Defense Department 

Senator DworsHak. You did not want to accept responsibility for 
it. 

Mr. Hensev. Yes, su 

Senator Dworsnak. I do not blame you. 

Mr. Henset. I am defining the limitations of my responsibility and 
authority. 

PROGRESS OF KOREAN PROGRAM 


Senator Dworsnak. I would like to serve notice on somebody 
responsible for FOA, perhaps the budget officer, that reports I get 
from Korea from authentic sources are that you have imported large 
personnel to go over there, and that when it comes to actual rehabilita- 
tion projects and doing something to enable the Korean people to 
help themselves and recover from the devastating effects of the 
Korean war, that little progress has been made. I am not asking you 
to reply to that charge, but certainly whether you did some planning 
for 6 months and then were able to actually spend your money in 
May and June or not, whatever the facts may be—and that may be 
true, and I am not questioning it—my information leads me to believe 
that the job has been done very poorly and inefficiently. It is not a 
matter of dumping money in a frantic manner in May and June to get 
rid of the appropriated funds, but rather to do the kind of job by 
inspiration and courage and faith to the Korean people, and get value 
for the dollars which have been appropriated for that particular 
project. So when the regular hearing is held, I am putting you on 
notice now. 

Mr. Murpuy. Thank you, sir. We will try to answer that question 
to your satisfaction. 


ADMINISTRATIVE EXPENSES 


Senator Corpon. Mr. Chairman, with respect to this expense item, 
are there any figures in the record with respect to the monthly overhead 
for the current year? 

Senator Cuavez. $275 million. 

Chairman Brip@es. I do not think there is anything in the record 
on that. 

Senator Corpon. In other words, you say you need $5 million. You 
say you can get along with $4,400,000. You have to have some facts 

base that on. What has the same program been costing in the 
current year per month? 

Mr. Murpuy. On the administrative expense item, the limitation 
on the administrative expenses for the mutual security program was 
$57.5 million in fiscal 1954. That did not include the expenses of the 
civilian relief in Korea that we discussed a few minutes ago. ‘The 
budget request for fiscal year 1955 has not yet been finalized. We 
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have just received our mark from the Bureau of the Budget. I cannot 
say what the final figures will be. But the $5 million figure that was 
requested we arrived at by dividing the $57.5 by 12, and adding to 
it one-twelfth of the estimate of what we thought the total adminis- 
trative expenses in Korea would be under the fiscal year 1955, which 
turned out to be about $200,000. So that the sum total of the result 
is approximately $5 million. It is 4.9 something. 

Senator Corpon. You say $57.5 million was your expense limita- 
tion? 

Mr. Murpny. Yes, sir. I believe that will be substantially used. 

Senator Corpon. That is my question. You have anticipated it in 
your answer. 

Mr. Henseu. That is overall. 

Mr. Murpuy. It is too early to get the final reports for the month 
of June, but the money was allotted out, and while no allotment can 
come out with precision to zero, our indications are that they will be 
substantially used. There will be some small balance, and it will be 
a couple of weeks before we will know. 

Senator Cuavez. On line 18 at page 2, the administrative expenses 
for such program shall not exceed $4 million, do we understand now 
that you would like to have that raised to $5 million? 

Senator Corpon. The statement has been made, Senator, that 
they can get along with $4,400,000. We have language here which 
would permit of the $400,000 

Senator Cuavez. Above the $4 million. 

Senator Corpon. Coming from counterpart funds without necessity 
of touching the $4 million for purposes of reimbursement of the 
Treasury. 

Chairman BripGes. Anything further? If not, thank you, gentle- 
men, very much. 

(Thereupon at 11:13 a. m., Friday, July 2, 1954, the hearing was 
concluded.) 
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